Chapter 04
POVERTY AND INCOME DISTRIBUTION
Introduction
As Pakistan's economy entered the fourth year (FY 2006-07) of above 7.0 percent growth, its poverty headcount had fallen from one-third to less than one-fourth of the population. The confluence of growth accelerating government policies, nature's blessings and annual growth of 21% in pro-poor expenditures during the period contributed to approximately 13 million people moving out of poverty.
In the immediate to short-run the challenge is to maintain the hard won improvement in poverty levels and even improve upon it through sustained growth (a necessary condition) in the range of 6-8 percent per annum. However growth alone does not suffice to reduce poverty levels. It has to be reinforced by job creation. Since FY 02, the economy created 10.62 million jobs, thereby reducing the open unemployment rate to 6.2 percent by FY 05-06. Foreign inflows in the form of remittances also have salutary impact on poverty. Development expenditure as a ratio of GDP, increase in human capital base, and openness of the economy are some of the other important factors that reduce the absolute poverty levels in Pakistan. On the debit side, food inflation increases poverty levels. The economy has witnessed a gradual increase in all the former set of determinants, while food inflation remained benign till 2004-05.
The FY 06 was also the year of successful culmination of 3-year Poverty Reduction Strategy Program I (PRSP-I). During the period the propoor expenditures rose from Rs.167.25 billion in FY 02 to Rs.452.4 billion in FY 05-06. As a ratio of GDP the pro-poor expenditures rose from 3.9 percent in FY 02 to 5.6 percent in FY 06. PRSP-II covering the period FY08-10 is in the final stages of completion and approval. It is a reflection of government's unflinching commitment to achieve the MD Goal 1 of halving poverty by 2015 from 26.1 percent in 1990.
The visionary and ambitious PRSP II strategy relies on higher incomes from demographic dividend, consumer credit and economies of scale from higher domestic consumption and bigger domestic markets to accelerate the economic growth rate, achieve competitiveness in exports and thereby reduce poverty. It consists of the following seven pillars:- A time honored and popular yardstick in assessing the success of government's policies (economic and non-economic) specifically in developing countries including Pakistan has always been there ex-post impact on poverty reduction. It is popularly measured as headcount ratio or percentage of population below the nationally defined consumption poverty line.
Thus, its periodic measurement and status is keenly tracked for various reasons by all sections of the society. The Federal Bureau of Statistics (FBS) periodically conducts household surveys and PIHS 2000-01 and PSLM 2004-05 are a part of this exercise. The surveys are the main instruments to monitor and measure poverty status and quantify (in a unidimensional way) income and non-income inequalities in the Pakistani society. These surveys provide rich information about consumption expenditure and socio economic indicators. The sample size of approximately 14,000 households in both these surveys is substantial enough to allow representative estimates at the national level and by urban/rural classification.
In both periods, consumption is taken as the welfare indicator for measurement of the poverty status of the household. Expenditure on calorie intake of 2350 calories per adult equivalent per day along with consumption expenditure on non-food items is aggregated to construct poverty line. Although calorie in-take norms adopted for poverty calculation vary by country but as Table  4 .1 indicates most norms hover around the 2000 level. GoP (1985 GoP ( & 2002 For selected group of developing countries in Table 4 .1, the range is between 1978 and 2350 calories. Consumption aggregate is very comprehensive and includes actual and imputed expenditure. It consists of not only actual purchases but also self-produced and consumed items or consumption of items received as gift or assistance or wage and salary in kind. More precisely, the aggregate of household expenditure includes food items, frequent non-food expenses (household laundry, cleaning, personal care products and services) and other non-food expenses (clothes, footwear, education, healthrelated expenses). Items left out from the expenditure estimates include taxes, fines, expenses on marriage or funeral and durable items. Though expenses have been reported in relation to different recall periods in the survey they are converted to a monthly denominator. Moreover variations in household size and composition, i.e., adults' vs children are standardized to a common denominator of per adult equivalent to measure individual welfare. As the survey contains information on quantities and expenditure on food and energy, unit price indices are calculated only for these items. For all other items, consumer price index (CPI) is used. Paasche's price index is calculated at Primary Sampling Unit level by using median unit values, average budget shares in each Primary Sampling Unit and median unit values at national level in order to remove price differences between urban and rural areas and among provinces.
National Poverty Status: 2001 and 2005
Based on the above methodology, Table 4 .3). As shown in Table 4 .3, the percentage of population (1.0% of total population) classified as "extremely poor" remained unchanged between the two periods, the proportion of "ultra poor" and "poor" have declined appreciably during the same period. At the higher end, the percentage of "quasi non-poor" and "non-poor" has increased notably. The percentage of population defined as "vulnerable" have also declined but the state of decline was relatively slower compared with other poverty bands.
Social Indicators from PSLM Survey 2005-06
Deprivation and poverty of opportunities due to lack of education and poor health are some other reasons for low levels of income, chronic poverty and inter-generational transmission of poverty. Though Pakistan has impressive record of respectable economic growth rate, its social indicators lag behind countries with comparable per capita income levels. In interpreting the results one needs to be aware that unlike macro economic indicators, which change every month/quarter/year, social indicators may not exhibit similar changes in the short-run (one year). In many cases the ratios may remain stable. However over the medium-term the success of any intervention/investments should translate into discernible improvements. It is important to note that the CPR has increased at a much faster rate in rural area (from 12% to 21%) than its urban counterpart. Most importantly, the CPR has increased even more rapidly in rural area during the last 5 years (7.0 percentage points) as compared with its urban counterpart (5 percentage points). Consequently, the overall fertility rate also exhibited significant decline during 1998-99 and 2005-06. The TFR has declined from 4.5 to 3.8 during the period. Most importantly, fertility rate in rural area has declined more sharply in the last 5 years while urban fertility rate remained almost unchanged. This sharp decline in rural fertility rate can be attributed to the effective intervention of Lady Health Workers (LHWs) Program in rural area. At the same time intensive interventions are needed to further reduce the TFR in urban area. If these trends continue, the chances of achieving the MDGs related to health are fairly encouraging.
As shown in Table 4 .6, out of 34 indicators adopted against seven goals of the MDGs Pakistan is currently ahead of the target in 7 indicators consisting of all the goals except the goal on improving maternal health on which Pakistan is on track. Pakistan is on track on 15 indicators comprising of all the goals of the MDGs with the exception of the goals on achieving primary education on which it is lagging behind on 2 indicators. However, Pakistan is lagging on 12 indicators. Therefore every effort should be made to sustain the on-track goals while increased attention needs to be paid to those lagging behind. 
Inequalities during 2001-2005
Monitoring and reducing disparities in income/consumption and non-income characteristics is as important as assessing and alleviating absolute poverty levels in the country. In the last one decade, there is general consensus among researchers and policy makers that high income inequalities act as a 'drag' on the poverty reducing impact of growth. In other words, actual impact of growth on poverty cannot be realized if the initial distribution of income is fairly skewed. Countries with more equal incomes tend to reduce poverty faster with a given growth rate than countries with more unequal incomes. The data collected through PIHS 2000-01 and 2004-05 provides an opportunity to compare nationally and by region, i.e., rural/urban the Gini coefficient (a popular measure of measuring inequality), consumption share of 5 equal quintiles (each 20 percent) of population and the ratio of the consumption share of the bottom 20 to top 20 percent of the population. The Gini coefficient takes on values between 0 and 1. The higher the value of Gini coefficient, the higher will be the inequality. Values between 0 and 1 represent different degree of inequality. Similarly, higher the value of the ratio the greater will be the disparity between the rich and the poor. For e.g., in Table 4 which is consistent with the ratio of highest to lowest clearly suggesting that consumption increased faster for top 20% of the population as compared with bottom 20%. The estimates also indicate that consumption inequality in urban Pakistan is higher than in rural Pakistan. The high urban inequality may be attributed to the fact that urban workforce is more diversified in terms of skill and education. The wage income is, therefore more unequally distributed in urban areas than in rural areas. In addition, income from self-employment ranges from wealthy businessmen to petty traders whereas bulks of the rural self-employed are homogeneous in informal sectors. Consumption inequality in rural area is relatively less as compared with urban areas. Furthermore, the gap between the rich and poor in rural area remained more or less unchanged, that is, from 2.22 to 2.19. How does the Gini for Pakistan compare with the extent of income or consumption inequality in other countries? Table 4 .8 gives a snapshot of Ginis in selected countries. It is generally accepted that inequalities in income are higher than inequalities in consumption. This is also borne out by the numbers in Table 4 .8. Table 4 .8.
Changes in Non-Consumption Inequalities
Like poverty, inequality has many dimensions. Often the analysis is limited to monetarilymeasurable dimension related to individual income or consumption. However, this is just one perspective and inequality can be linked to inequality in non-income dimensions i.e. inequality in educational opportunity or inequality in access to health and other amenities of life. The following discussion is on trends in nonconsumption inequality between 2001 and 2005. Table 4 .9 gives the comparative position of summary measure of ratio of percentage access to various social services of bottom 20% of population to top 20% of the population. In all the seven selected indicators, the ratio is lower in 2004-05 as compared to 2001 nationally as well as in urban and rural areas, indicating that not only access to services improved faster for the poor but also the disparities in access between the poor bottom 20% and the rich top 20% narrowed appreciably during the period. The last column gives the percentage decline in disparities at the national level. The inequalities in Net enrolment at the Matric level, women using pre-natal care and immunization rate declined the fastest during 2001-05.
Poverty-Related and Social Sector (PRSP)
In the last four years expenditures under Poverty Reduction Strategy Program I (PRSP-I) remained the basic framework and main vehicle to channel funds for poverty reduction. Expenditure on public works provided employment to non-farm labour in rural areas and unskilled workers in urban areas, thus, reducing unemployment, transitory poverty and vulnerability among the poor. Expenditure on Human development is a long-term investment by the government to reduce chronic poverty and weaken the transmission of inter-generational poverty. Expenditure on rural development is an intervention to improve the livelihoods and living standards of rural communities.
Expenditure under safety nets supplements the meager incomes of the most vulnerable and poorest of the poor in the society.
Thus, invariably the pro-poor spending through the multiplier has positive impact on growth and reduces poverty directly or indirectly. The PRSP mainly relies on targeted expenditures on pro-poor sectors to cater to the needs of the poor and vulnerable sections of the society. The trends in pro-poor expenditures during the last seven years highlights tremendous growth in PRSP related expenditures, which is reflected in Table 4 .10. Altogether, social sector and poverty related expenditures grew at an average rate of more than 20 percent per annum during the period under review. There is nearly a three fold increase in the projected PRSP expenditure for 2006-07 when compared with the actual expenditures of base year 2001-02.
Within the various categories of pro-poor expenditure, human development comes out to be the priority item of the Government with expenditures under this head constituting, on average, more than 50 percent of all PRSP related expenditures. Given the fact that the majority of the poor reside in the rural areas, special initiatives of the government towards rural development have received increasing importance during the last three years, which along with higher expenditure on human development have resulted in substantial increase in rural development expenditures. The government's commitment towards sustained expenditures on pro-poor sectors is reflected in the Fiscal Responsibility and Debt Limitation Act promulgated in 2005. Under this law, social sector and poverty related expenditures are not to be reduced below 4.5 percent of the GDP in any given year and budgetary allocations to health and education will be doubled from the existing level in terms of percentage of Gross Domestic Product during the next ten years. Expenditures on propoor sectors in 2005-06 at 5.7 percent of GDP were well above the requirement under this Law. Propoor expenditure is projected to be 5.1 percent of GDP in 2006-07.
New Initiatives
Inspite of the reduction in poverty from 34.5 in 2001 to 23.9 in 2005, the percentage of 'extremely poor' and 'vulnerable' are roughly the same during the last four years.
The 'vulnerable' constitute 1/5 th of the population and together with 16.4 percent of the "poor" are susceptible to slipping below the poverty line on account of any adverse shocks. Given that 37 percent population is clustered around (just above and below) the poverty line, positive shock such as economic growth will generate opportunities for poor and vulnerable households to overcome their situation but pro-active interventions are needed to ensure that "extremely poor", "ultra-poor" participate and reap the benefits of growth and development process for themselves and their progeny.
Assisting the poor and vulnerable is a key objective of the second generation PRSP-II. The Social Protection Strategy consisting of a range of programs and policies, has been formulated with the objective in mind to achieve certain redistributive, risk-pooling, and social cohesion goals, and act as an enabling mechanism that allows the poor and vulnerable to participate more productively in the economy. The incidence of poverty in Pakistan shows a decline from 34.5 percent in 2000-01 to 23.9 percent in 2004-05. The incidence, manifestation and causes of poverty and vulnerability vary across Pakistan, with the highest rates of poverty and vulnerability being observed in the rural areas.
There are a number of programs in Pakistan which tackle poverty and vulnerability directly or indirectly, but they need to be integrated into a holistic framework, in order to maximize impact. Currently, Zakat and Pakistan Bait-ul-Mal (PBM) are the main institutions for addressing social protection needs of the poor and vulnerable. The Ministry of Social Welfare and Special Education is responsible for shaping, directing, and coordinating government policies on social protection at the national level.
The National Social Protection Strategy under approval of the Government aims to fill this gap by developing an integrated and comprehensive social protection system, covering all the population, especially the poorest and the most vulnerable. The Goals of the Strategy are: 1) to support chronically poor households and protect them against destitution, food insecurity, exploitation, and social exclusion; 2) to protect poor and vulnerable households from the impacts of adverse shocks to their consumption and wellbeing that, if not mitigated, would push nonpoor households into poverty, and poor households into deeper poverty; and 3) to promote investment in human and physical assets, including health, nutrition, and education, by poor households capable of ensuring their resilience in the medium run and of interrupting the intergenerational cycle of poverty.
The Core Instruments proposed by the Strategy include: 1) expanding the coverage of cash transfers using conditional cash transfers (CCTs) supplemented with unconditional transfers, through the Food Support Program (FSP) and Zakat; 2) a new public works program based on low-wage employment; 3) child labour programs, and various new pilots such as (a) combination of cash transfers and basic skills development aimed at 'graduating' the poor into microfinance clients and (b) programs for bonded labour; and 4) scaling up school feeding and social care services.
The main short term objective of reaching the poorest can be achieved by: 1) keeping the current benefits working and effecting a transition to better and more comprehensive systems; 2) introducing new means of testing and development of databases through some pilots across chosen rural and urban areas; 3) scaling up successful pilots across the country following assessment of lessons learnt; 4) extension of the current level of benefits to the target population of the poorest of the poor; 5) introduction of pilot CCT programs; and 6) scaling up successful pilots to the whole target population. After these have been accomplished (which could take 3-5 years to complete), and with the basic systems in place and more resources available, it will be possible to contemplate: (a) adjustment of benefit levels to higher levels; and (b) the addition of new programs.
Microfinance
In Pakistan, microfinance (MF) has been recognized as an important instrument for poverty reduction in the first generation PRSP-I. Realizing the need and importance of MF, as a tool of poverty reduction and social mobilization, the government has accelerated its efforts to establish strong foundations of MF in formal sector and extended considerable support to the informal sector (NGOs) as well. In order to promote the MF in formal sector, the most significant step taken by the government was the launching of Microfinance Sector Development Program (MSDP) in 2000. The main objective of this program was to broaden and increase the pace for the development of the sector to provide the financial services to poor on sustainable basis. Khushali Bank (KB), the first specialized microfinance bank, was established in 2000 under a special ordinance. Then Microfinance Institutions (MFI) Ordinance 2001 was put in place to provide a separate regulatory framework for MF sector.
Currently, microfinance services in Pakistan are being provided by microfinance banks (MFBs); commercial banks; rural support programs (RSPs) and non-governmental organizations (NGOs) with the Pakistan Poverty Alleviation Fund (PPAF) being wholesale provider of credit to NGOs. It is estimated that around 40 Microfinance Institutions (MFIs) are operating in all of the above mentioned categories, offering over 400 outlets countrywide. Cumulatively, the outstanding loans of these institutions in 2005-06 amounted to Rs. 6.6 billion. The Microfinance institutional framework currently supports one million active borrowers, which are planned to be increased to 3 million by 2010.
Future challenges include adapting polices to provide the conditions for expansion of the microfinance sector and to maximize its social and poverty impact. The broad conditions required for this expansion, at the highest level are macroeconomic stability and continued development of the banking sector. The key role of MF policies at this stage of the development of the sector is to provide an enabling environment in which the sector can grow. First, there is a need to move away from subsidization of microfinance services to commercialization of such financial services, which invariably involves looking beyond the government or donor subsidized credit delivery systems to self sufficient institutions providing commercial finance. Secondly, the microfinance industry has to move from single to multiple products in order to ensure its financial and social sustainability. The microfinance providers would be encouraged to mobilize savings through deposits and provide insurance. Thirdly, financial sustainability of microfinance is contingent on recognizing that the credit has to be priced effectively. The administrative cost of delivery, disbursing and collecting a micro or tiny loan portfolio is much higher in comparison with conventional loan portfolios. The key to reducing costs is to introduce market competition, innovation and efficiency. Fourth, options to enhance the access to credit for the lower income group can be augmented by the combination of credit bureaus and statistical risk-scoring techniques. Fifth, the MF Banks/MFIs need to know their customers, know their market and design products to fit the financial requirements of the people they serve. The design of products has to be based on the financial requirements of the household and the economic activities the household supports.
As stated in the beginning, while Pakistan has made remarkable progress in its economic performance, undertaken wide ranging structural reforms, achieved both macroeconomic stability and strong growth sharply reduced poverty, yet there is no room for complacency. Indeed the Government is far from complacent for the challenges are several, but then so are the opportunities. The important thing is that both challenges and opportunities have been identified. The PRSP II attempts to bring these challenges and opportunities together within an integrated and holistic strategy. This strategy will be implemented jointly by all stakeholders, with the Government providing an enabling environment through both its policies and actions, all within a stable macroeconomic framework.
Given the significant resources required to fund the Poverty Reduction Strategy, the Government will prioritize the Poverty Reduction Strategy through the Medium-Term Expenditure Framework (MTEF), which is being used for budget making. The budgetary and non-budgetary medium term expenditures for PRSP-II are being estimated as part of an exercise to cost the MDGs that has recently been completed. This exercise costs the financial resources required to achieve the MDGs related to the health, education, and water and sanitation sectors. This costing /expenditure framework will adhere to the stipulations of the Fiscal Responsibility and Debt Limitation Act.
The PRSP framework will also provide an assessment of our performance in achieving the MDGs. While the triggers and targets may be specific to funding programs, they are essentially monitoring tools for assessing the PRSP implementation process. Monitoring progress against the MDGs is as important to the Government as it is to the relevant Development Partners.
The PRSP Secretariat developed a system of tracking budgetary and non-budgetary expenditures (input indicators) on various aspects of poverty, based on the civil accounts provided by the office of the Controller General of Accounts and the Provincial Accountant Generals on a quarterly basis. Both budgetary and non-budgetary expenditure are reported regularly for each quarter in the PRSP progress reports.
Although PRSP Monitoring and Evaluation (M&E) system is well-developed, certain gaps need to be closed. In particular, there is a need to ensure that the large scale household surveys conducted by the Federal Bureau of Statistics that provide the data for the outcome indicators are consistent and comprehensive and cover the entire range of PRSP indicators.
During the PRSP-II period the Monitoring and Evaluation system will be consolidated with the following specific objectives:
The production of high quality statistical information;
Steady operation of the institutional mechanism;
Extending the M&E system at the province and district levels; Impact evaluation of policy inputs; and the regular production of quarterly and annual progress reports.
PRSP communication strategy has improved the dissemination of the PRSP activities to the public.
The poverty monitoring groups have helped to deepen the involvement of Multilateral Development Agencies in the PRSP M&E process.
Conclusion
Pakistan's poverty reduction strategy has yielded handsome result in the shape of sharp reduction in poverty. Although, poverty has declined but the fact remains that 23.9 percent people of Pakistan still live below the poverty line. Further reduction in poverty is a major challenge for the government. A clear lesson from the past five years of Pakistan and from other countries' experience is that sustained growth on a consistent basis is needed to reduce poverty. Macroeconomic stability is, of course, a prerequisite for the sustained economic growth that brings the poverty reduction and rising living standards that we all want to see. But macroeconomic stability is not sufficient. Rather, it is the foundation on which to build a thriving economy. Successfully targeted social programs, fair and broad based fiscal regimes, labour markets that promote job creation, and high quality education opportunities for the neediest, are also the key to permanent and sustained reduction in poverty.
